CRITIQUE OF
RESOURCES COMMITTEE REPUBLICAN ENERGY BILL
(April 7,2003)

The Resour ces Committee Republican Energy Bill is premised on a ‘drill at taxpayer expense
approach to the management of ener gy resour ceson publiclands. At the sametimethat thebill
lessens environmental protections, induding allowing the development of the Arctic National
Wildlife Refuge, it does little to meaningfully enhance America’s energy security and instead
increases federal and state subsidies of energy development without regard to whether such
incentives are actually needed or beneficial to the public in the long-term.

OlIL AND GASDEVELOPMENT

The oil and gas development provisions of the Resources Committee Republican Energy Bill are a buffet
line of the ail and gas industry’s preferences for use of the public lands, withenergy development reigning
supreme and its costs being minimized at taxpayers expense.

According to the Congressonad Budget Office, smilar energy legidation reported by the Resources
Committeein2001 (H.R. 2436) would have increased direct spending by anet $215 million over thenext
decade and in addition, would have cogt anet $136 million to implement during the 2002-2006 period ,
assuming appropriation of the necessary amounts. The costs of the oil and gas provisons were not fully
offset in the bill, even assuming projected ANWR revenues.

Thisyear’ s package isevenmore generous to the ail and gasindudry, as* roydty rdief” hasbeen enhanced
for deep water leases in the Gulf of Mexico, applied to “margind wells” and new provisons added for
deep drilling on previoudy issued “shdlow” water leases in the Gulf and for future leases in the Alaska
OCS. Other costly provisons include a mandate to grant to oil and gasindustry roydty creditsfor the
costsfor environmental (NEPA) anadlysis of proposed drilling projects. CBO's andysis of the impacts of
the new bill on the federd budgets will not be available & the time of the markup.

Royaltiesin Kind: Provigons of the bill would make permanent the Secretary’ s authority to take federal
roydties“in-kind.” In theface of mounting evidence that suggeststaking royatiesin kind instead of in cash
payments actudly cogts the government revenues, the hill would permanently authorize the Secretary to
market, processand transport ol and gastakenin-kind. TheMinerdsManagement Service(MMS) would
then market the products in order to recoup a roydty. However, according to the GAO's most recent
findings, after five years of conducting pilot programs and completing 24 ail and gas pilot sdes, the MMS
cannot: monitor or evauate itsRIK Program, determine the program's overall cost and effectiveness, nor
ascertain whether RIK generatesat least asmuch revenue astraditiona cashroyalty paymentsasrequired

by law.



Thisisproblematic inlight of the Mgority’ s intention to make the RIK program permanent. According to
GAO:"MM Swill be ungble to determine whether RIK salesgenerate more or lessrevenue thantraditiona
cash roydty payments, whether MM S obtains fair market vaue; and hence, whether it should convert the
RIK pilots to an operationa status.”

Oil and Gas Resour ce Assessment: The bill would authorize Interior to revamp its recent study of oil
and gasresources on public landsto evauate aleged impediments to development, such aspermit delays.
This section stems from a January 2003 Bush Adminigtration study which found that only 15 percent of
“technically recoverable’ il and 12 percent of naturd gasreservesfrom federd lands are unavailable for
development. Faced with losing credibility in continuing to make the public relations pitch argument that
too many federal lands are closed to all and gas development, industry now aleges that the Interior report
wasflawed becauseit did not address post-1ease impediments, suchascompliancewithenvironmenta laws
and wildlife dipulations.

Royalty Holidays:. The bill would require the federd government to provide generous ‘roydty holidays
to dl federd oil and gas leases in the deepwaters of the Guif of Mexico, shadlow waters of the Gulf where
deep gas wells are being developed and offshore Alaska.

By waiving federd royalty collections on huge amounts of publicly-owned oil and gasthe bill condtitutes
asgnificant taxpayer subsidy — at atime of high prices and record profits — for the ail and gasindudtry.
The‘roydty rdief” provided inthe hill is mor e generous thanthat authorized by Congressinthe OCS Deep
Water Roydty Rdief Actin1995. The controversid 1995 Act was judtified a the time by itsproponents
onthe bagis of countering low ail and gas prices and the need to encourage emerging technology in frontier
deep water areas of the OCS. Neither rationde existsin 2003 since prices are high and technology has
evolved s0 that operating in water deeper than 200 meters is commonplace.  There is no evidence that
magor oil companies will abandon promising areas in the Gulf of Mexico or Alaska absent additiona
“roydty relief” in new lease sdes.

Ironicaly, George W. Bush attacked Vice-President Gore for supporting “royalty relief” for deep water
OCS drillers during the 2000 campaign, criticizing it as “giving mgor oil companies a huge tax breek.”

Accordingto last year’ sCBO estimate onafar lessgenerous roydty holiday: “But Snceindustry discounts
the vaue of future profits, an overdl loss of recelpts would occur over the life of the lease as higher initid
bonus bids would not fully offset foregone royalty receipts” CBO edtimated that the deepwater royalty
holiday aone would reduce offsdtting recel pts by about $91 millionover the 2002-2011 decade. Further,
roydty losseswould continue over the life of the leases, according to CBO. At the markup, Rep. Tauzin
offered an amendment, which was adopted, that will substantidly increase the cost of the shdlow
water/deep gas well provision.

Royalty Relief for Marginal Properties. Thebill dso would provide royalty relief to margind wells
and as CBO noted in 2001 “[the providon] does not pecify how muchroyalty relief would be provided,



or how long such rdief would last.” CBO estimated that the provison would reduce roydties by about
$491 million over the next ten years---with $242 million from offshore leases and $249 from onshore
leases. Western States that share equally in the onshore receiptswould lose $121 millionduring the same
time period.

Impedimentsto Energy Development on Federal lands:. As in the 2001 hill, the current legidation
would require the federal government to conduct an internd review of existing oil and gas leasing
procedures in order to find ways to facilitate and streamline energy development. For instance, provisions
of the bill would require the Interior Secretary to ensure timey action on oil and gas leasing decisions by
expediting NEPA compliance and requiresthe Interior and Agriculture Departments to enter into aninter-
agency agreement to ensure timely processing of oil and gas leasing decisons. Taken together, these
provisons would sgnificantly diminish conservation measures on public landsfor water resources, wildife
and fish habitat and scenic landscapes. The effect of these provisons would be to elevate energy
production on public lands to a dominant use, and was opposed in the last energy package by groups
induding the Nationd Rifle Association, Trout Unlimited, the I zaak Walton League and other sporting and

fishing groups.

Oil and Gas Monopolies: Thehill would dso lift the limitation on the number of public land acres an
oil company canhald inany one State. The Minerd Leasing Act of 1920 restricts the interests a company
canown infederd oil and gasleasesinany one State to 246,080 acres. Higtoricdly, the acreage limitation
inthe Minerd Leasing Act responded to public concernover afew mgor integrated oil companies locking
up potentia supplies of crude il from federa landsin the West. Asorigindly enacted, the Act forbade
any person from owning more than three federa oil and gasleasesinany state and more than one leasein
an oil and gasfidd. Industry asserts, that under present-day conditions increased acreage and moretime
are necessary to protect the huge invesments now needed to maintain rates of discovery. However, under
exiging law, and with the cooperation of the Department of the Interior, companies are able to
adminigraively exempt federa acreage from the 246,080-acre limit per Sate ether through unitization or
by the creation of a development contract. Although the BLM has been cooperative in working with
companies that find they are bumping up to or exceeding the acreage cap, industry is advocating that
Congress remove acreage limitations.

OrphanedWell Reimbur sement: Thisyear’s bill contains a provision requiring the federd government
to remburse oil companiesthat reclam orphaned oil and gaswells. It isunclear why the taxpayer should
foot the entirebill for the oil and gasindustry deaning up ther own misdeeds. Further, thebill providesthat
acredit of 100% for onshore and 115% for offshore reclamation may be taken againgt any federd lease
which will reduce not only federa revenues but Sate revenues in those states where the lease is located.

NEPA Reimbursement: Asinlast year’ senergy hill, thistitie would authorize the reimbursement of non-
federal NEPA costs through royalty credits. Current law requiresthe Interior Department to completedl
andysesrequired under NEPA to proceed withminerd leasing and development of federd lands. Because
funding levelstypicdly fdl short of the amounts needed to compl ete this work, lessees are alowed to pay



for third-party consultants to complete the required work on behdf of Interior. The bill, however, would
require the federal government to reimburse oil and gas lessees, through credits against future royaty
payments, for the costs to the lessee of completing required NEPA work. Last Congress, the CBO
estimated that these provisons would cost $370 million over the 2002-2011 period. Further, of the $370
millionlost, Western Statesthat receive haf of the revenues from onshore leaseswould lose $185 million
(half of the $370 million totd).

OCS Moratoria Areas. Asan initid step towards lifting the moratoria on ail and gas leasng off the
coasts of States suchas Cdifornia, Florida, North Carolina, New Jersey and M assachusetts, the bill would
requireacomprehensveinventory of OCS ail and gas resources---including resources|ocatedinmoratoria
areas.  The hill would require a computation of the estimated amounts of oil and gas resources in
moratoria areas; an andyds of how estimates for such resources have changed over time; and how
limitations to development affect domestic supply and how understated inventories affect domestic energy
investments. The sectionwould asorequirea study of the occurrence and distribution of methane hydrates.

West Delta Payback. Findly, thebill would obligatethefedera government to pay the State of Louisana
goproximately $35 million through credit on payment of future Federal offshoreroyatiesinorder to satisfy
the State’ s assertionthat it is owed these moniesdue to ail and gas drainage inthe West Ddlta Fidd off the
coast of Louisana despite numerous court decisons to the contrary.

From 1986 through 1999, Louisana received approximately $867 million in revenues from activities
associated with8(g) zonel eases, induding $8 millionin revenues specifically associated withthe West Delta
leases. The Adminigtrationhas congstently opposed this provision on the grounds that the so-called 8(g)
payments have aready repaid the State for any losses. Further, the Adminigration has consistently
disputed the State’' s cdculation of itsclam.

ARCTIC NATIONAL WILDLIFE REFUGE DEVELOPMENT

The hill would reped the oil and gas leasing ban established by Congress in Section 1003 of the Alaska
National Interest Lands Act of 1980 and opens 1,549,000 acres of the Arctic Nationd Wildlife Refuge
to leasing, explorationand potential development. The Clinton Administration opposed leasngin ANWR
and the Department of the Interior in the past hasdescribed this 1.5 millionacre area— the coastal plain --
as the “biologicd heart” of the Arctic Refuge. On March 12, 2003, Interior Secretary Norton testified
before the committee on behaf of the Bush Adminigration in support of oil development in ANWR and
described the coadtd plain as"an area of flat, white nothingness.™

The Arctic Refuge was firg protected as an internationdly important wildlife conservation area by the
Eisenhower Adminidration over four decades ago in 1960 and designated a 19.6 million acre nationa
wildlife refuge by Congressin 1980.



The Arctic Refuge isthe only area on the North Sope of Alaskathat has been set-aside by Congress as
off-limitsto all and gasleasing. Areascurrently opento leasing include state-owned lands at Prudhoe Bay,
private lands held by the Arctic Slope Regional Corporation, and public lands in the 23 million acre
Nationa Petroleum Reserve-Alaska (NPR-A) and the OCS. In the wake of the Clinton Administration
leasing selected areasin the northeast portion of NPR-A, the Interior Department is currently planning to
lease up to nine million additional acresin NPR-A and to conduct offshore OCS lease sales as well.

The bill would authorize ail gas leasing in the Arctic Refuge under broad exemptions from environmenta
laws. For example, provisons of the bill would exempt oil and gas leasing in the Arctic Refuge from the
Nationa Wildlife System Adminidration Act of 1996's requirements that such activities be determined to
be “compatible’ with the conservation purposes of the refuge. Provisons of the bill would deem that an
EIS prepared by the Reagan Adminidration -- 16 years ago in 1987 -- satisfies NEPA and waives any
further “no-action” andyss. The bill would dso arbitrarily restrict the ability of the Fish and Wildlife
Service to manage caribou caving and other sengtive areas by setting alimit of 49,000 acres-- only 3
percent of the 1.5 million acre coastd plain —whichmay be adminigratively protected fromdevel opment.

In addition, under the terms of the Alaska Statehood Act of 1958, ninety percent of any revenues from
Arctic Refuge ail and gas leesng would go to the State of Alaska.  However, the bill would ater that
revenue split to 50/50 between the State of Alaska and the Federd government.  This unilaterd change
inthe terms of Alaska's admissionto the Union by Congress will likely invite alegd chdlenge by the State
of Alaskato obtain 90 percent of the revenue.

Further undermining potentia Federa revenues, the bill -- in order to "remove clouds on title" -- conveys
additiona surface land rights within the ANWR coagtd plainto the Kaktovik Inupiat Corporation (KI1C)
and subsurface to the Arctic Slope Regional Corporation (ASRC). Both corporations already own
92,000 acres of lands within the coastd plain area by virtue of a controversa 1983 land exchange
executed by Interior Secretary James Waitt

Proponents of ANWR deve opment have often cited USGS "high-end” estimates of up to 16 hillionbarrels
of "technicaly" recoverable il available on the coastal plain.  In scoring the Bush Adminigtration's FY 04
budget, however, CBO used USGS estimatesto concludethat 2.5 hillionbarrels of ail would be economic
to produce. Even if oil were to be discovered ineconomic quantities, the lag time to bring Arctic Refuge
ail to market (indudingexpens ve constructionof productionand delivery systeminfrastructure) would take
more than a decade. Accordingly, CBO does not score any royalty (production) revenueswithin the next
ten years.

FEDERAL COAL LEASING

Essentidly awishlig of the Western coa miningindustry, provisons of the bill would sgnificantly dilutethe
competitive nature of the federd cod leasing program, alowing afew large cod companies to control a



growing amount of America scoal resourcesto the detriment of dectricity consumers and coal producers
in other States.

In generd, under the hill, provisons of law which require that certain federal coa resources be made
avalable onacompetitive bass would be diminated. The bill would adso undermine requirements for the
diligent development of federal coal leases, dlowing them to be hdd indefinitely. The net effect isthet if
enacted into law these provisons would place the vast mgority of federa coal resources in the Powder
River Basin of Wyoming into the hands of one or two companies. In effect, amonopoly that could lead
to pricing practices to the detriment of the consumer.

As it gands, dectric utility companies have filed with the Surface Trangportation Board seven cases
chdlenging the reasonableness of coa rates involving Powder River Basn cod. These utility
companies-Northern States Power, Public Service Co. of Colorado, West Texas Utilities Co., Texas
Municipa Power Agency, Wisconsn Power & Light Co., Ottertail Power Co., and PPL Montana—are
dleging that market dominance exigs and that the ddivered price of Powder River Basn cod is
unreasonable. These utilities are looking out for their customers, because asit stands, the cost of fud is
normaly transferred by the utility directly to the consumer.  The hill would add insult to injury by reducing
competition in the actuad production of cod from federa leasesin the Powder River Basin.

Theseare not, by any means, the only utility companies whichpurchase Powder River Basin cod. Whether
it be Arizona Public Service Co., Cgun Electric Power Coop, Central Power & Light of Texas, Dairyland
Power Coop in Wisconsin, Detroit Edison, Nebraska Public Power, Oklahoma Gas & Electric, Public
Service Co. of Colorado-their consumers stand to lose with the creation of amonopoly in their supplier
of cod.

Specificdly, the bill would reped the existing 160-acre limitation for lease modifications. In Wyoming's
Powder River Badn, where there has been fierce competition between Arch Minerds and Kennecott
Energy to secure leases for the remaining unleased acreage, a coal company seeking to expand its
operation would submit aplanmodificationfor additiond acreage and not have to compete for the cod as
iscurrently the case. By eiminating competition for the cod, the bill would foreclose the kind of increased
bonus payments secured by the BLM in recent years. A 2002 Powder River Basin lease sdle generated
a $328 million bonus payment from Kennecott. Had this title been in effect a that time, the State of
Wyoming would not have received its gpproximate $164 million share of the bonus paymen.

Whileindilling aleved of competitioninto the federal leasing program in 1976, Congress also took care to
indill a*system of deferred bonus payments’ in the leasing program to facilitate payment of this business
expense by the coal lessees. Under the deferred bonus program, BLM givesthe successful cod lesseethe
optionof paying the bonus payment in full at the time of lease issuance or in five equaly divided payments
over five successve years. The BLM requirement to secure abond, or other financia guarantee, in the
amount due to the U.S. Treasury is smply good business practice.



The bill, on the other hand, would not only eiminate the generationof bonus payments (by diminaing the
160-acre modification limit and thus foreclosng competitive leasing), but in those instances where
competitive leasing is or has been held the bill would encourage and enable cod companies to terminate
afederal lease and walk away scot-free without paying any remaining bal ance on any outstanding deferred
bonus payments.

Not only will the federal government and taxpayer |ose under thistitle of the bill, mineral leasng states, such
as Wyoming or New Mexico, will aso see a reduction in their share of revenues generated from cod
leasing when deferred bonus payments are not paid in full.

In addition, the bill would further degrade the compstitive leasing program as follows:

It would alow coa companies which hold large amounts of acreage under federd cod |eases that have
been consolidated into “logica mining units’ (LMU) for periods exceeding 40 years. Current law requires
that when a cod company creates an LMU, the combined acreage must be entirdy mined out within 40
years.

The hill would alow coal operatorsto hold LM U’ sfor longer than40-years eventhough thereisno record
or indication that this is necessary. During a February 27" hearing in the Senate Energy and Natural
Resources Committee, Steven Lear, President of Arch Minerds tedtified that the change would, “dlow
long term efficiency and orderly development of federd, stateand private cod and minimize the potentid
for bypassng nearby coal resources...” However, he did not identify any minesthat are in need of this
adjustment, nor why dlowing the coal industry to hold large areasfor longer than 40 years would be in the
public interest. .

The hill would dso change the formulafor advance roydties. Advanceroydtiesare payments made under
afederd leaseinadvance of actua production which are required when an operation wantsto mantanits
lease even when it is not producing cod (as required by the lease). Currently, BLM calculates advance
roydties as equd to no less than the production roydty that would otherwise have been paid taking into
account a fixed reserve to production ratio. The bill would change that formula to one thet reflects “ spot
markets”  According to BLM officids, for many parts of the country, e.g., States of Washington,
Colorado, Kentucky, there are no reliable spot markets for the particular type of coa produced there.

Findly, while current law preventsthe Secretary fromexcusing acoal company from its legd obligetion to
pay advance roydities, the bill would enable the Secretary to forgive acoal company’ sfinancid obligations
when such company optsto stop producing cod for an unspecified period of time.



